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OATH OR AFFIRMATION

1, James Dirscherl swear (or afficm) that, to the
best of my knowledgs and belief the accompanying financial statement and supporting schedules pertaiming to the firm of
Sterling Grace Municipal Securities Corporation ' . asof

November 30 w9 2001 yre true and comect. 1 further swear (or affirm) that neither the company
nor any partnst, proprictor, principal officer or director has any proprietary hrterest i axy socount clegsified soloy s that of
a customer, except ax follows: .

nissicn
My Commis

ELAINE B. KUBE PERSKE
NOTARY pUBLIC OF NEW JERSE{.}E3 | \
ion Expires Sept. 23,2 / )
V (/ Sgnacers

Vice President

n—
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Natry Puplc

report™® comtrins (check all applicable boxes):

(a) Fasing page.

(b) Statement of Financial Condition.

(¢) Sttement of Income (Lots).

. (d) Statement of Changes in Finsncis] Conditionr.

(c) Starement of Changes in Stockholders' BqtﬂtyorPamus orsmpmprmo?sc-pim.

(1) Statempent of Change: in Lisbifities Subordinated to Cleims of Creditors.

() Computation of Net Capital

(h) Computation for Detarmination of Reserve Requirements Purgusmt 1o Rule 15¢3-3.

() Information Relating to the Pomession or control Requirements Usder Rule 15¢3.3.

G)Anemgdn_pﬂon dncluding appropriste explansrion, of the Computation of Nev Capital Under Rule 15c3-1 and the

ion for Determination of the Reserve Requirements Under Exhible A of Rule 15¢3-3.
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(0 An Oxath or Affinmation.

() A copy:ef the SIPC Supplesaental Report.
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s*For conditions of confidersial treatment of certoin portions of this filing, see section 240.17a-5(e)3).
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CERTIFIED PUBLIC ACCOUNTANTS

327 HALSEY ROAD ¢ PARSIPPANY, NJ 07054
TELEPHONE: 973.428.8648 ¢ FAX: 973.884.2441

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders
Sterling Grace Municipal Securities Corporation
100 Summerhill Road

Spotswood, NJ 08884

We have audited the accompanying balance sheet of Sterling Grace
Municipal Securities Corporation as at November 30, 2001, and the
related statements of income, cash flows, changes in stockholders'
equity and changes in liabilities subordinated to claims of general
creditors for the year then ended that you are filing pursuant to Rule
17a-5 under the Securities Exchange Act of 1934. These financial
statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of Sterling
Grace Municipal Securities Corporation as at November 30, 2001, and the
results of its operations and its cash flows for the year then ended in
conformity with generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the
basic financial statements taken as a whole. The information contained
in Schedules 1, 2, 3 and 4 is presented for purposes of additional
analysis and is not a required part of the basic financial statements,
but is supplementary information required by Rule 17a-5 under the
Securities Exchange Act of 1934. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

(ooc ointe
;fég%ﬁ;Ly:f e (oo alat
Ji ang & Associates

Certified Public Accountants

January 21, 2002
04320STB.01Y




BALANCE SHEET
AS AT NOVEMBER 30, 2001

ASSETS
Cash . s 19,275
Market value of securities owned
by firm 13,895,326
Accrued interest receivable 265,573
Interest receivable 3,269
Furniture and fixtures less
accumulated depreciation
of $38, 345 -0-
Security deposits 3,170
Prepaid expenses 300
Accounts receivable 325
Prepaid taxes 20,000
Loan receivable 78,000
Investment in NASD stock 68,800
TOTAL ASSETS $14,354,038

LIABILITIES AND STOCKHOLDERS' EQUITY

Securities sold, not yet purchased,

at market value $ 245,938
Accrued expenses 89,741
Officer loan 700,000
Due to clearing organization 7,526,397
Loans payable 26,995
Income taxes payable 270,373

8,859,444
Commitments

Stockholders' equity:
Common stock, no par value, 100 shares

authorized, 96 issued and outstanding $ 48,000

Retained earnings 5,446,594
Total stockholders' equity 5,494,594
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $14,354,038

See accompanying notes and independent auditors' report.
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STATEMENT OF INCOME
FOR THE YEAR ENDED NOVEMBER 30, 2001

Revenues:
Trading $1,263,351
Interest 1,594,560
Total revenues 2,857,911

General and administrative expenses:

Payroll and employee benefits S 363,800
Travel and entertainment 18,029
Bank charges 373
Telephone 8,676
Rent 44,152
Subscriptions 81,759
Office expense 9,738
Clearance charges 31,464
Dues & fees 2,401
Postage 2,649
Interest 974,341
Professional fees 708,579
Insurance 712
State franchise taxes 50
Total general and administrative
expenses 2,246,723
Income before income taxes 611,188

Income taxes:

Federal 145,820
State 42,420
Total income taxes 188,240

Net income S 422,948

See accompanying notes and independent auditors' report.




STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED NOVEMBER 30, 2001

Cash flows from operating activities:
Net income
(Increase) decrease in:
Market value of securities owned
by firm
Accrued interest receivable
Prepaid taxes
Prepaid expenses
Accounts receivable
Interest receivable
Increase (decrease) in:
Securities sold, not yet purchased
Accrued expenses
Income taxes payable
Total adjustments
Net cash provided by operating
activities

Cash flows from investing activities:
Loan receivable collected
Investment in NASD stock
Repayment to clearance organization

Net cash used by investing
activities

Cash flows from financing activities:
Loan from officer

Net decrease in cash
Cash, beginning of year

Cash, end of year

S 422,948

427,016
(141,787)
(3,233)

558

5,934
{3,269)

178,438
(41,314)
270,373

692,716

1,115,664
1,707,000
(68,800)
3,280,661)
(1,642,461)

500,000
(26,797)
46,072

$ 19,275

Supplemental disclosures of cash flow information

Cash paid for:

Interest
Income taxes

974,341
~-0-

See accompanying notes and independent auditors' report.




STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEAR ENDED
NOVEMBER 30, 2001

Common Retained Stockholders'

Stock Earnings Equity
Balance, beginning of year $48,000 $5,023,646 $5,071,646
Net income 422,948 422,948
Balance, end of year $48,000 $5,446,594 $5,494,594

See accompanying notes and independent auditors' report.




STATEMENT OF CHANGES IN LIABILITIES
SUBORDINATED TO CLAIMS OF GENERAL CREDITORS
FOR THE YEAR ENDED NOVEMBER 30, 2001

Subordinated liabilities - beginning of year

Increases

Subordinated liabilities - end of year

See accompanying notes and independent auditors' report.
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Note 1

Note 2

a)

NOTES TO FINANCIAL STATEMENT
NOVEMBER 30, 2001

- Summary of Significant Accounting Policies:

Organization

The Company is a broker-dealer registered with the Securities
and Exchange Commission ("SEC'") and is a member of the
National Association of Securities Dealers ("NASD") and the
Municipal Securities Rulemaking Board ("MSRB") and the
Securities Investor Protection Corporation ("SIPC").

As at November 30, 2001, the Company was in compliance with
all minimum net capital requirements.

Securities Transactions

Securities transactions are recorded on a settlement date
basis.

Property and Equipment

Property and equipment are stated at cost. Depreciation is
provided on both the straight-line and accelerated methods
over the estimated useful lives of the related assets. The
cost of major renewals or betterments that extend the useful
lives of the property and equipment are capitalized as assets.
General repairs and maintenance are charged to income when
incurred.

Use of estimatesg

The preparation of financial statements in conformity with
generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from
those estimates.

Officer Loan Pavable

The officer of Sterling Grace, Mark Doyle, advanced the
company $200,000 bearing interest at 8%. Interest is paid
annually.

The officer of Sterling Grace, Mark Doyle, advanced the
company $500,000 bearing interest at the customer margin rate
less 50 basis points.




Note 3

Note 4

Note 5

Note 6

NOTES TO FINANCIAL STATEMENT
NOVEMBER 30, 2001

Due to Clearing Organization

The payable to the clearing organization is for firm
transactions and is collateralized by firm securities.
Interest is at a rate that is 100 basis points below the
customer margin rate.

Profit Sharing Plan

The company sponsors a defined contribution profit sharing
plan covering all full-time employees who have two years of
service and are age 21 or older. Contributions to the plan
are determined each year by the board of directors. Profit
sharing plan expense for the year ending November 30, 2001 was

$0.

Commitments

The Company entered into an 24 month noncancellable operating
office lease effective February, 2000, at a monthly rental of
$3,622. The rent will be increased on a yearly basis based on
the Consumer Price Index. The future minimum rent payments
required under such non-cancellable operating lease as at
November 30, 2001 is as follows:

Year Ending

November 30, Amount
2002 $10,866
Total minimum payments required $10,866

Net Capital Requirements

Pursuant to the net capital provisions of Rule 15c¢ 3-1 of the
Securities and Exchange Commission, the Company is required to
maintain a minimum net capital balance. Net capital and the related
net capital ratio may fluctuate on a daily basis. At November 30,
2001, the Company has net capital of $3,901,986 which was $3,801,986
in excess of its minimum dollar net capital requirement of $100,000.




SUPPLEMENTAL SCHEDULE OF COMPUTATION OF NET CAPITAL

REQUIREMENTS PURSUANT TO RULE 15¢3-3

NOVEMBER 30, 2001

Schedule 1

Total stockholders' equity
Liabilities subordinated to claims
of general creditors allcwable
in computation of net capital

Total capital and allowable subordinated
borrowings

Less: Deductions and/or charges:
Non-allowable assets

Net capital before haircuts on security
positions

Less: Haircuts on securities:
State and municipal government

obligations 1,334,627
Undue concentrations 84,147

Net capital

Less: Greater of 6 2/3% of aggregate
indebtedness or $100,000

REMAINDER: Net capital in excess of all

requirements
Aggregate indebtedness 1,087,109 = 27.86%
Net capital 3,901,986

$5,494,594

5,494,594

173,864

5,320,730

1,418,744

3,901,986

100,000

$3,801,986

We have compared the computation of net capital under Section 240.15C3-
1 of the Securities Exchange Act to your most recent unaudited Part II

Filing of Form X-17a-5 and found a difference of $7,916.

The difference

was a result of year end closing adjustments which are not considered

material.

See independent auditors’' report.
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SUPPLEMENTAL SCHEDULE QF COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS PURSUANT TO RULE 15C3-3
NOVEMBER 30, 2001

Schedule 2
The Company is exempt from the computation for determination of reserve

requirements in that all customer transactions are cleared through
Southwest Securities Incorpcrated on a fully disclosed basis.

See independent auditors' report.
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SUPPLEMENTAL SCHEDULE OF INFORMATION RELATING TO POSSESSICN OR
CONTROL REQUIREMENTS UNDER RULE 15C3-3
FOR THE YEAR ENDED NOVEMBER 30, 2001

Schedule 3

We have found no material inadequacies in the accounting systen,
internal accounting control, and that procedures for safeguarding
securities are adequate.

See independent auditors' report.
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SUPPLEMENTAL SCHEDULE OF RECONCILIATION PURSUANT TO RULE 17a-5(d); 4
AS AT NOVEMBER 30, 2001

Schedule 4

The computation of net capital per the audited financial statements as
at November 30, 2001, compared to the net capital computed on Form X-
17A-5 (Focus Report) differed by $7,916. The difference was a result of
vear end closing adjustments and these are considered normal and
ordinary in nature.

See Independent Auditors' Report.
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CERTIFIED PUBLIC ACCOUNTANTS

327 HALSEY ROAD ¢ PARSIPPANY, NJ 07054
TELEPHONE: 973.428.9648 « FAX: 973.884.2441

INDEPENDENT AUDITOR'S REPORT

Board of Directors

Sterling Grace Municipal Securities Corporation
100 Summerhill Road

Spotswood, NJ 08884

We have audited the Focus Report Form X-17A-5 of Sterling Grace
Municipal Securities Corporation as of November 30, 2001 and the related
forms for the year then ended. Our audit was made in accordance with
generally accepted auditing standards and, accordingly, included such
tests of the accounting records and such other auditing procedures as we
considered necessary in the circumstances.

In our opinion, the forms referred to above were determined fairly in

accordance with applicable instructions and forms that were in use at
the time of such filings.

Ji Zhang & Associates
Certified Public Accountants

January 21, 2002
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CERTIFIED PUBLIC ACCOUNTANTS

327 HALSEY ROAD ¢ PARSIPPANY, NJ 07054
TELEPHONE: 973.428.9648 ¢« FAX: 973.884.2441

INDEPENDENT AUDITOR'S REPORT ON_ INTERNAL CONTROL
REQUIRED BY SEC RULE 17A-5 FOR A BROKER-DEALER
CLATIMING AN EXEMPTION FROM SEC RULE 15C-3-3

Board of Directors

Sterling Grace Municipal Securities Corporation
100 Summerhill Road

Spotswood, NJ 08884

In planning and performing our audit of the financial statements of
Sterling Grace Municipal Securities Corporation for the year ended
November 30, 2001, we considered its internal control, including control
activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the internal
control.

Also, as required by rule 17A-5(g) (1) of the Securities and Exchange
Commission ("SEC"), we have made a study of the practices and procedures
followed by the Company, including tests of such practices and
procedures that we considered relevant to the objectives stated in Rule
17A-5(g) in making the periodic computations of aggregate indebtedness
and net capital under rule 17A-3{(a) (11) and for determining compliance
with the exemptive provisions of Rule 15C-3-3. Because the Company does
not carry securities accounts for customers or perform custodial
functions relating to customer securities, we did not review the
practices and procedures followed by the Company in making quarterly
securities examinations.

The management of the Company is responsible for establishing and
maintaining internal control and the practices and procedures referred
to in the preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the
expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether
those practices and procedures can be expected to achieve the SEC's
above-mentioned objectives. Two of the objectives of internal control
and the practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the Company
has responsibility are safeguarded against loss from unauthorized use

{(cont'd...)




or disposition and that transactions are executed in accordance with
management's authorization and recorded properly to permit the
preparation of financial statements in accordance with generally
accepted accounting principles. Rule 17A-5(g) lists additional
objectives of the practices and procedures listed in the preceding
paragraph.

Because of inherent limitations in internal control or the practices and
procedures referred to above, error or fraud may occur and not be
detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of
changes in conditions or that the effectiveness of their design and
operation may deteriorate.

Our consideration of internal control would not necessarily disclose all
matters in internal control that might be material weaknesses under
standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or
operation of the specific internal control components does not reduce to
a relatively low level the risk that error or fraud in amounts that
would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. However, we noted
no matters involving internal control, including control activities for
safeguarding securities, that we consider to be material weaknesses as
defined above.

We understand that practices and procedures that accomplish the
objectives referred to in the second paragraph of this report are
considered by the SEC to be adequate for its purposes in accordance with
the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all
material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the
Company's practices and procedures were adequate at November 30, 2001,
to meet the SEC's objectives.

This report is intended solely for the use of management, the SEC and
other regulatory agencies which rely on Rule 17A-5(g) under the

Securities Exchange Act of 1934 in their regulation of registered
brokers and dealers and should not be used for any other purpose.

Bl - i/

Ji Zhang & Associates
Certified Public Accountants

January 21, 2002
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CERTIFIED PUBLIC ACCOUNTANTS

327 HALSEY ROAD * PARSIPPANY, NJ 07054
TELEPHONE: 973.428.9648 ¢ FaXx: 973.884.2441

INDEPENDENT AUDITOR'S REPORT ON MATERIAL INADEQUACIES
FOUND TO EXIST OR FOUND TO HAVE EXISTED SINCE THE
DATE OF THE PREVIQUS AUDIT REQUIRED BY SEC RULE 17A-5J

Board of Directors

Sterling Grace Municipal Securities Corporation
100 Summerhill Rocad

Spotswood, NJ 08884

In performing our audit of Sterling Grade Municipal Securitiesg
Corporation for the year ended November 30, 2001, we found no material
inadequacies existed, or found any to have existed since the previous
audit.

In our opinion, the section referred to above has been followed in
accordance with applicable instructions.

9. 34‘”;? ’ (oot

Ji Zhang & Associates
Certified Public Accountant

January 21, 2002




